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Abstract
Developing a new product is an important but risky activity for
subsidiaries’ operations. The main aim of this research is to test the effect of
integration mechanism exploited by headquarters on new product superiority
and its commercial performance. Data were collected in the Asian and Latin
America regions and were analyzed by partial-least-square (PLS) method.
Research findings emphasize the usage of coordination as a tool to integrate
worldwide operations rather than control mechanism, and show that control as
a tool of integration mechanism used by headquarters has a negative effect on
new product commercial performance in the local market. In contrast,
coordination mechanism has a positive effect to create new product superiority
and its commercial performance. This research also justifies the findings in the
past that new product superiority increases new product commercial
performance.
Introduction
A long research tradition on the organizational factors that contribute to a new product
success started in the beginning of the 60s. Studies by Burns and Stalker (1961), followed by
Lawrence and Lorsch (1967), examined the effects of organizational structure on the
innovation success. This domain of research continued between the 70s and the beginning of
the 80s by prominent authors including Cooper (1979, 1984) and Calantone and Cooper
(1981). Hereafter, various organizational factors have been analyzed during the process of
new product development to commercialization. Those factors include the interdepartmental
cooperation (Zirger & Maidique, 1990), the support of top management (Montoya-Weiss &
Calantone, 1994), and communication and training (Moenaert & Caeldries, 1996).
Curiously, only a small number of studies have been made of the particular setting of
internationalization. Several scholars have attempted to analyze new product success in the
MNC operations, but their analyses are limited to activities of new product development in
R&D departments (e.g. Alphonso & Ralph, 1991; McDonough et al., 2001; Cheng & Bolon,
1993). According to another study, new product is believed to be the competitive advantage
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source (Friar, 1995) in obtaining and maintaining favourable position in the global market.
Thus, it is important to comprehensively analyze new product process in the MNC context.
However, MNC is confronted with classical problems of integration of subsidiaries
activities around the world (Stopford & Wells, 1972; Wilkins, 1972). From another point of
view, subsidiaries need to be sufficiently differentiated to adapt to the specific local factors,
i.e. cultures, industries, government regulations, and consumers. Thus, new product
development and its commercialization to the local market in subsidiaries is characterized by
pressures of integration and localization (e.g., Jarillo & Martinez, 1990; Prahalad & Doz,
1981). As subsidiaries require integration and localization aspects, we consider subsidiary
managers must synchronize and harmonize the necessity of standardization with adaptation at
the same time during new product creation and its commercialization.
Literature shows that the new product for both new and existing markets is risky and
expensive (Calantone & Montoya-Weiss, 1993; Schmidt & Calantone, 2002). According to
Cooper (1986), only 1 out of 4 development projects is successfully launched in the market.
Meanwhile, Stevens and Burley (1997) stated that 1 out of 3,000 new product ideas is
commercially a success. This risk resulted when high investment was confronted with high-
complexity of relations within interdependent units of an organization, which increases
uncertainties of positive market responses (Firmanzah, 2005). In MNC contexts, integration
mechanism exercised to subsidiaries by headquarters is considered the fundamental
organizational factor that influences the new products performance in the local market. It is
important to analyze the effects of the integration mechanism on new product superiority and
its commercial performance realized by subsidiaries. However, this article also attempts to
answer the classical problem of the differentiation and integration (Lawrence & Lorsch, 1967)
during new product development in the subsidiary context. Since the role of integration
mechanism exploited by headquarters is important and could be a constraint for subsidiaries’
managers, this research will analyze the effect of integration modes used by headquarters for
new product superiority and its commercial performance in the local market.
Model and Hypothesis
Integration mechanism exercised to subsidiaries by headquarters is considered as the
fundamental organizational factor that influences the new products performance in the local
market. The integration mechanisms are employed by headquarters in order to harmonize
subsidiary activities with the global network, influence working relationship between
headquarters and subsidiary managers. For example, if the headquarter imposes a high degree
of integration through standardization, formalization, and mechanistic procedure, the working
relationship between the headquarter and subsidiaries is very formal and procedural. On the
other hand, if the headquarter applies a low degree of integration, based on interactions rather
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than bureaucratic procedures, the working relationship between the headquarter and its
subsidiary managers is more informal and flexible (George & Bishop, 1971).
However the integration of subsidiaries’ activities to headquarters operation (MNC
network) depends mainly on two processes: (1) control, and (2) coordination (Cray, 1984).
Both processes are central to organizational literature and have formed, implicit or explicitly,
key elements of organizational behaviour. Control is seen as a process which brings about
adherence to a goal or target through the exercise power of authority (Etzioni, 1965). The
purpose of control is to minimize idiosyncratic behaviour and to hold individuals or groups to
enunciated policy, thus making performance predictable (Tannenbaum, 1968). Accordingly,
parent companies often find that by investing in companies that are operating in different
environments they increase the level of uncertainty or risk of return on their investment
(Chang & Taylor, 1999). Thus, corporate headquarters’ control of subsidiaries’ activities and
performance becomes an essential integrating function in MNC. Indeed, headquarters must
attempt to impose control over foreign subsidiaries in order to reduce the uncertainty of their
investment, since such control ensures that the behaviours originating in separate parts of the
organization are compatible and support common goals.
In contrast, coordination emerges as an alternative mechanism to integrate subsidiaries
new product launching into global strategy. Coordination refers to the process of integrating
activities that are dispersed across the subsidiaries in different countries (Porter, 1986).
Coordination mechanism has been associated with organizational design in organization
theory (Mintzberg, 1983). Organizations assign roles, design procedures, and provide
feedback for their members, thus facilitating the coordination of efforts, and enabling the
accomplishment of collective outcomes. Coordination is fundamental to capturing cross-
national scale, scope and learning economies throughout the multinational network (Roth,
1992). Coordination has been treated as an enabling process that provides the appropriate
linkage units within organization (Van de Ven et al., 1976).
According to Porter (1986), coordination among dispersed subsidiaries operated in
different countries benefits in several factors. First, it allows the sharing and accumulation of
know-how and expertise among dispersed activities. Differing countries, with their inevitable
differing conditions, provide a fertile basis for comparison as well as opportunities for
arbitrating knowledge. Second, coordination among dispersed activities also potentially
improves the ability to reap economies of scale in activities if subtasks are allocated among
locations to allow some specialization. Third, coordination may also allow a firm to respond
to shifting comparative advantage, where movements in exchange rates and factors costs are
significant and hard to forecast.
Coordination is distinguished not by direct intervention but by situating the subsidiary in a
network responsible to others parts of MNC structure. The pattern of coordination can be
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imposed through an act of control, but the resulting responsibilities are rooted in coordination.
Coordination is generally less costly because the communication required is minimal and
routine (Cray, 1984). At the same time it is a less precise method of integration than control in
the sense that a change in any part of the coordination network is likely to have reverberations
throughout the network. Compared to control, the coordination is less direct, less costly and
has a longer time horizon.
The integration mechanism in subsidiary activities to develop and commercialize new
products could consist of control and negotiation mechanisms. The control mechanism relies
on using a high degree of intervention and programming of subsidiaries’ activities.
Consequently, it prevents the adjustment and information exchange between headquarters and
subsidiary managers. Under this mechanism, headquarters plays a major role in deciding the
dispersed activities of subsidiaries worldwide. Fixation and programming activities are often
conducted by headquarters. Even though subsidiary managers have the opportunity to make
certain program adjustments, they will not change the general program framework decided by
headquarters. Subsidiary managers are more a passive rather than active institution, as it is
headquarters that plans and develops the program for harmonization in each phase of new
product development and its commercialization. This mechanism is realised by intervention
and programming of subsidiaries’ activities. There is no role and task adjustment between
Figure 1   Model and Hypothesis
Control Coordination
Product
Superiority
Performance
Commercial
H1 H2
H3 H4
H5
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headquarters and subsidiaries’ managers. However, it is subsidiaries’ managers who
understand local environment characteristics. Under this mechanism, subsidiary managers
lack the flexibility to adapt new product characteristics to local specific conditions (e.g., local
tastes and preferences, local government regulations, local competitors, local industrial
standards). The new product characteristics are derived from global design and they do not fit
with local environments. Therefore, the control mechanism has a negative effect on new
product superiority developed by subsidiaries’ managers for local markets.
H1: Headquarters’ control mechanism reduces product superiority launched
by subsidiary in the local market
On the other hand, the coordination mechanism lies in the communications and feedback
or adjustment from unforeseen and unexpected situations. This mechanism incites active
contributions from each unit. The communication and information exchange between
headquarters and subsidiary managers are considered as means of auto-adjustment of different
functions and roles involved in developing new products. Thus it allows global standards and
local requirements blended in developing new product characteristics. This type of integration
allows information exchange and discussions between headquarters and subsidiary managers.
It enables the subsidiary managers to play important roles during new product development as
they well understand the actual host country environments. Such knowledge is an important
factor for developing new product characteristics which will be launched in the local market.
Using the coordination mechanism of integration facilitates the subsidiary managers in
conveying local information and specific conditions during the decision-making process with
headquarters. Discussion and debate that allow diverse perspectives will emerge and it makes
the process of new product development becomes more comprehensive (Fredrickson, 1984;
Fredrickson & Mitchel, 1984). Since the new product is the result of global advantage and
local specificities, thus the new product resulted will have a high advantage compared to
competitors.
H2: Headquarters’ coordination mechanism increase new product superiority
launched by the subsidiary in the local market
We consider that the main objective of the presence of consumer goods’ subsidiaries in a
host country is to conquer the local market. Authors like Behrman (1972) considered that one
of the foreign direct investment presence objectives is to serve better in local markets in order
to win local competition. Therefore, the specificity of the local environment has become the
main concern of the subsidiary managers. The classical literature on the contingence
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perspective argues that the fit between organization and environment is an important indicator
to survive and perform in a given market (Lawrence & Lorsch, 1967; Burns & Stalker, 1961;
Bourgeois, 1985). Following this schema, subsidiaries need to adapt to the local features in
order to achieve superior performance. Therefore, I assume that the coordination mechanism
exercised by headquarters that allowed mutual understanding between local characteristics
and global architecture will increase new product commercial performance. In contrast, when
headquarters imposed a high level of control of subsidiaries’ managers, this mechanism
reduces the fit and alignment between product characteristics and the local market
environments. Consequently, it will reduce the new product commercial performance in the
local market.
H3: Headquarters’ control mechanism reduces new product commercial
performance in the local market
H4: Headquarters’ coordination mechanism increases new product
commercial performance in the local market
New product superiority correlates positively with product market performance, which
refers to the level of financial and competitive outcomes in the market, as reflected in profit,
return on investment, and market share (Nakata et al., 2006). Carpenter and Nakamoto (1989)
argued that buyers generally have favourable perceptions of a new product with superior
features. Buyers also prefer such products in terms of both purchase preference and actual
behaviour when the benefits of these features outweigh the costs. Cooper (1992) showed that
superior product performance is derived from new product advantage and determines whether
or not the product is a marketplace winner. The reasoning is that local customers perceive that
the subsidiary offers greater value in its products and services, and consequently shift
purchases away from rival products. Consequently, a new product that has high superiority
will have a high degree of market acceptance and thus better commercial performance.
H5: New product superiority increases new product commercial performance
Data and methods
The questionnaire construction is processed based on the discriminate principle between
success and failure of new products (Cooper, 1979). We asked the respondents to differentiate
two products representing success and failure cases. Therefore, each question must be
answered according to these different dimensions of success and failure. Calantone and
Cooper (1979) argued that this method allows analysis of responses by directly comparing
factors contributing to the success or failure. This mechanism also facilitates the respondents
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in cognitively differentiating between the NPL experience contributing to success and failure
in the past (the NPL realized within five years).
The development of subsidiaries is divided into the following two phases: (1) to select a
list of subsidiaries from the existing data base (kompass and icpcredit), and (2) to gather a list
of subsidiaries via internet sites of each MNC. Finally, I developed a sample of 1,167
subsidiaries of consumer goods in 18 countries located in 2 regions, Asia and Latin America.
The reason to focus on subsidiary consumer goods is that the frequency of NPL by consumer
goods is more than that of industrial companies. I considered that the consumer goods
companies have sufficient experience to launch new products in local markets. The postal
survey has been conducted twice to marketing or commercial directors of subsidiaries.
Considering the diversity of subsidiaries locations as well as managers’ nationality, I
developed the questionnaires in English. English is a standard international business language
so that it could minimize the bias comprehension of different cultures and local social
conception in different countries.
For the purpose of facilitating the questionnaire answering by subsidiary managers and
saving time, we constructed a special web site. Finally, some 69 subsidiaries agreed to
participate in this study. About 55 respondents (79.7%) responded online and 14 (20.3%) by
mail. As each subsidiary provided two cases (products), our data base constitutes 138
products, of which 50% are successful. The product became the level of analysis as all the
organizational process is reflected by the success and failure of products in the market.
To construct the integration mechanism, the respondents were asked to think about their
relationship with headquarters and internal cross-functional coordination within subsidiaries
using a series of statements on a scale ranging from 1 (‘very low’) to 5 (‘very high’). The
main objective of this block of questions is to analyze the degree of coordination and control
during NPL process. The product superiority variable was evaluated using questions on the
advantage of product characteristics compared to competitors in the local market, ranging
from 1 (‘strongly disagree’) to 5 (‘strongly agree’). This block of questions was developed by
considering that product superiority can only be defined by comparison with competitors in
the local market (Song & Montoya-Weiss, 2001; Song & Parry, 1997). Finally, the new
product commercial performance is built by questioning the degree of new product
performance achievement compared to the respondents’ initial expectation, ranging from 1
(‘far less’) to 5 (‘far exceeded’).
Assessment of the measurement model
To test the hypotheses proposed, I used the analysis of structural equations modelling
(SEM). There are several techniques which allow the application of the structural equation
method; with the most well known being those based on adjustment covariance (using the
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programs such as AMOS or LISREL). Recently, another technique, even less widely
promulgated, is gradually becoming more used. This technique of analysis is known as Partial
Least Square (PLS), of which it has been stated that it could become a powerful and robust
method of analysis (Chin et al., 1996).
PLS method is an appropriate approach when one or more the characteristic next one is
present: (1) the model includes formative constructions, (2) the sample size is relatively
small, and (3) assumptions of normality are not satisfied (Chin & Newstead, 1999). Among
the existing software, I use SmartPLS version 2.0 to analyze and to test the hypotheses. PLS
is a technique to the basis of regression technique, founded on path of analysis (path analysis)
that can estimate and calculate the reports among constructs. It produces loading between
items and constructs and estimates standardization regression coefficients (e.g. beta
coefficient) for the paths between constructs. The outputs from the SmartPLS software are
used first to test the measurement model and then to test the fit and performance of the
structural model. The results for the two stages of analysis now follow:
The model measurement
Generally, the model analysis consists of four assessments: (1) individual reliability, (2)
composite reliability, (3) convergent validity, and (4) discriminative validity (Chin, 1998a,
1998b; Fornell & Larcker, 1981; Hulland, 1999). The individual reliability of every item is
evaluated by examining the loadings or simple correlations of the indicators with their
respective constructs. The results shown by Table 1 indicates that all indicators exceed the
0.55 threshold proposed by Falk and Miller (1992) during the initial development of scales.
Composite reliability was used to analyze the reliability of the constructs since this has been
considered a more exacting measurement than Cronbach’s α (Fornell & Larcker, 1981). Table
1 indicates that all constructs are reliable since the composite reliability values exceed the
threshold of 0.7 and even the strictest one of 0.8 (Nunnally, 1978). The evaluation of
convergent validity was performed by using the measurement developed by Fornell and
Larcker (1981) known as the average variance extracted (AVE). This measurement must
exceed the value of 0.50, demonstrating that more than 50% of the variance of the construct is
due to its indicators. As shown by Table 1, all AVE value of the constructs exceeds 0.50.
However, to assess discriminant validity, Fornell and Larcker (1981) propose comparing
the AVE of each construct with the variance shared between each construct and the other
construct of the model such that the former exceeds the latter. Thus, discriminant validity will
be analyzed based on latent variable correlation matrix. This matrix has the square root of
AVE for the measures on the diagonal and the correlations among the measures as the off-
diagonal elements. To achieve the discriminant validity of a construct, the square root of the
AVE (principal diagonal) must exceed the correlations of each construct with the other
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constructs. In other words, should the diagonal elements be larger than off-diagonal elements,
discriminant validity is deemed satisfactory.
Structural model fit
Evaluation of the structural model employed measurement of the predictive power of the
dependent latent variables, such as the amount of variance in the construct (R2) and adjusted
R2, which ought to be greater than or equal to 0.1 (Falk & Miller, 1992). From Figure 1 it is
evident that the values for new product superiority (R2=0.187 and adjusted R2=0.175) and
new product commercial performance (R2=0.547 and adjusted R2=0.537) are greater than the
threshold of 0.1. In addition, the contribution of the predictor variables to the explained
variance of the endogenous variables is evaluated using the path coefficient (β), which must
explain at least 1.5% (0.015) of the variance of a predetermined variable to be considered
significant (Falk & Miller, 1992). The majority of the path variance values exceed this
criterion (Table 4). Finally, the significance of the path coefficients was evaluated by
analysing t values for the parameters obtained using the bootstrap non-parametric resampling
technique, following the indicators given by Chin (1998a). To assess the accuracy and
stability of the estimations, it is necessary to use bootstrap non-parametric resampling (Chin,
1998b). Thus, 137 sub-samples were generated using a Student t-distribution with two tails
and 137 degrees of freedom (n–1, where n represents the number of sub-samples) to calculate
the significance of the path coefficients (β), obtaining the values t(0.001;137)=2.612 and
t(0.01;137)=3.363. Moreover, the path coefficient between two constructs is significant for
values >0.2, and ideally >0.3 according to Chin (1998b). The result for t values and
standardised path coefficients (β) are presented in Table 2 and Figure 1.
With respect to the explained variance of the endogenous variable (R2), the model shows
an adequate predictive power, since all of the endogenous constructs achieve an explained
variance greater than 0.1, the reference value established by Falk and Miller (1992).
Table 2   The latent variable correlation matrix: discriminant validity
Control Coordination New Product Commercial
superiority Performance
Control 0.88ª
Coordination -0.14 0.74
New Product Superiority -0.16 0.42 0.79
Commercial Performance -0.46 0.49 0.60 0.86
ª The principal diagonal elements correspond to the square root of AVE of each construct; the other
figures correspond to the correlations between the constructs
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Table 3   Result of the structural model
* When the t value obtained using the Bootstrap technique exceeds the t-Students value t (0,01;137) = 2,612
the hypothesis is accepted (p<0.01).
** When the t value obtained using the Bootstrap technique exceeds the t-Student value t (0,001;137) = 3,363
the hypothesis is accepted (p<0.001)
*** Variance in an endogenous construct explained by another variable, which is the absolute value of
multiplying the path coefficient by the correlation between both variables (Falk and Miller, 1992). Its values
are supposed to be greater than 1.5% (0.0015).
Hypothesis Path Coefficient Path T value ResultsStandardized (β)  Variances*** (Bootstrap)
Control → New product superiority -0.100 0.016 1.118 Rejected
Coordination → New product superiority 0.407** 0.197 4.262 Accepted
Control → Commercial performance -0.354** 0.163 4.623 Accepted
Coordination → Commercial performance 0.259* 0.127 2.874 Accepted
  New product superiority → Commercial Performance 0.433** 0.260 5.001 Accepted
Figure 2   The fitted model
Control Coordination
New Product
Superiority
(Adjusted R2 = 0.175)
Commercial Performance
(Adjusted R2 = 0.537)
β = -0.354
β = -0.100
β = 0.259
β = 0.407
β = 0.433
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Regarding the coefficient standardized (β) and the t test value, we can determine that there is
a strong causality between coordination mechanism and new product superiority (β = 0.407; t
value = 4.262). It shows us that coordination mechanism has a positive effect to enhance new
product superiority launched by subsidiaries’ managers in the local market. This finding is
also supported by positive and significant effect of coordination mechanism on new product
commercial performance (β = 0.259; t value = 2.874). However, hypothesis testing shows that
these is no significant effect of control mechanism on new product superiority. Interestingly,
the results concerning control mechanism justifies the hypothesis 3. Control mechanism used
by headquarters to subsidiary has a negative effect on commercial performance (β = -0.354; t
value = 4.263). This result confirms that integration mechanism by controlling and using
intervention mechanism will reduce commercial performance of new products launched by
subsidiaries’ managers. Finally, hypothesis testing indicates that new product superiority
increases new product commercial performance (β = 0.433; t value = 5.001).
Discussion and limitation
The main aim of this research is to find key success factors to launch new products in the
MNC context. Since the global advantage is the function of winning the competition in the
local market, therefore a central theme of much of the recent literature on the strategy of the
MNC is the increasingly important role played by subsidiary companies as contributors to the
development of firm-specific advantages. The subsidiary is not only an entity body in the
MNC network that absorbs the firm-specific advantage originating in the parent company
(Rugman & Verbeke, 1993). Whereas the reality is that the subsidiary can play an important
part in the creation and maintenance of MNC competitive advantage (Birkinshaw et al., 1998;
Rugman & Verbeke, 2001). Consequently, how to build and maintain subsidiary performance
is challenging in international business research (Paterson & Brock, 2002).
This research analyzes the effect of integration mechanism exploited by headquarters to
new product superiority and its commercial performance. Using the two integration
mechanism developed by Cray (1984), I distinguished between control and coordination as a
tool to integrate subsidiaries activities into global strategy. The results show that exploiting
coordination mechanism will increase both new product superiority and its commercial
performance. In contrast, control mechanism reduces new product commercial performance.
Another result indicates that new product superiority has an important effect to increase new
product commercial performance. These results show that headquarters should exercise more
on coordination rather than control mechanism to harmonize and synchronize widespread
activities around the world. By using coordination mechanism, headquarters could combine
global standards and local specific characteristics. This aspect has been indicated by the
positive effect of coordination mechanism on new product superiority.
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This research has a certain amount of limitations. First, I did not take into considerations
the distinction of subsidiaries. In reality, a subsidiary could establish a joint venture with local
partner (Yan & Gray, 1994), and this structure can influence the decision configuration with
parent companies. Subsidiary managers are not only dealing with headquarters but also have
the interest of the local parent company. Not considering this situation will reduce pertinence
of the conclusion in the research. Secondly, I did not distinguish several types of new
products. New product literatures distinguish several types of new products (e.g., Booz Allen
Hamilton, 1982; Garcia & Calantone, 2002; Song & Montoya-Weiss, 1998; Kleinschmidt &
Cooper, 1991). Therefore, different new product types need to be analyzed separately.
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